International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


OCTOBER 1983 


FET 83-093 
Frequency: Semiannual 
Supersedes: 82-031 


PREPARED BY 
AMERICAN EMBASSY TOKYO 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $90. Foreign mailing, $22.50 additional. Single copies, $1.75, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





JAPAN: KEY ECONOMIC INDICATORS 
(Values in US$ million unless otherwise indicated) 


INCOME PRODUCTION, 
EQUIPMENT: 


GN at Current Prices 

GNP at Constant 1975 
Prices 

Annual Per Capita GNP, 
Current Prices ($) 

Plant and Equipment 
Investment, Current 
Prices 

Indices: 
Industrial Production 
(Mfg.) (1975=100) 
Labor Productivity 
(Mfg.) (1975=100) 
Industrial Wage 
(Mfg.) (1980=100) 
Labor Force (mil.) 
Unemployment Rate 
(Percent) 


MONEY AND PRICES: 
Money Supply (M 2nd + @) 
(Average Outstanding) 


Bank of Japan Com. Dis. 
Rate (Percent) 

Call Rate (Uncond), 

(Percent ) 

Coml Bank Avg. Loan Rate 
(Percent) 

Consumer Price Index 
(1980=100) 

Wholesale Price Index 
(1980=100) 


PAYMENT AND TRADE: 

Gold and Foreign 
Exchange Reserves 

External Debt 

Current Balance 

Trade Balance 

Exports, FOB (IMF Basis) 

Export Share to U.S., 
Customs Clearance 
Basis, FOB (Percent) 

Imports, CIF (IMF Basis) 

Import Share to U.S., 
Customs Clearance 
Basis, CIF (Percent) 


Jan-Sept, Change from 
year earlier 

Jan-Oct, average, SA 
Jan-Sept, average, NSA 
As of October 1982 
November 1982, avg. 
contracted interest 
rates 

Jan-Oct, average, NSA 


1981 and PCT 1982 and PCT change 
1980 Change Over 1980 over 1981 
950,943 $1,013,141 6.5 $1,058,237 A/ 
765,250 794,617 813,521 A/ 
8,145 8,614 9,108 


150,077 157,310 156,987 A/ 


142.7 147.2 148.8 
156.0 161.5 . 164.1 C/ 


100.0 106.1 . 110.1 B/ 
56.5 57.1 57.7 


2.02 2.21 2.4 


797,871 869,060 . 961,218 
(NSA)D/ 


8.1 6.4 5.5 

10.9 7.4 6.9 
8.3 7.8 

100.0 


100.0 


25,232 28,403 23,262 
148,046 198,339 - 
-10,746 4,770 6,896 

2,125 19,967 18,191 
126,736 149,522 137,651 


24.2 25.4 26.2 
124,611 129,555 ° 119,460 


17.4 17.7 18.3 


For comparability purposes, dollar figures 
other than payment and trade figures have all 
been converted from yen at the same $1 = 248 
yen rate, the average rate for 1982 (IMF: 
"International Financial Statistics"). 
Payment and trade figures were converted at 
the rate prevailing at the time transactions 
were recorded. 





SUMMARY 


Japanese economic performance compares favorably with that of 
other industrialized countries, with real GNP growth of about 3 
percent in 1982; consumer price inflation less than 3 percent, 
unemployment less than 2.5 percent, and trade and current 
account balances comfortably in the black. The majority of 
forecasters seem to expect slightly faster growth in 1983, 
accompanied by slightly faster inflation, but only a small 
reduction in unemployment. 


World-wide recession, though, has affected Japan, too. 

Japanese export growth slowed in the fall of 1981, and has been 
stagnant since. The government's original forecast for 
Japanese fiscal year of 5.2 percent real GNP growth was reduced 
to 3.1 percent. Domestically, personal consumption spending 
has varied, business investment has been flat because of very 
weak investment by small and medium business, and housing has 
been in a prolonged slump. The government has felt constrained 
in instituting economic policies aimed at increasing growth 
because of the need to defend the yen, which limited ability to 
reduce interest rates, and by the need to reduce large budget 
deficits. 


PART A. CURRENT ECONOMIC SITUATION AND TRENDS 


Japan's GNP grew 3.3 percent in real terms during Japanese 
Fiscal Year (JFY) 1981 (ending March 31, 1982) and the official 
Japanese government forecasts call for further real growth in 
JFY 1982 of 3.1 percent, followed by real growth of 3.4 percent 
in JFY 1983. This economic performance compares favorably with 
that of other industrialized countries, but Japan's economy has 
not been immune from the effects of the world-wide recession. 
The government in its initial forecast at the time of JFY 1982 
budget preparation predicted real GNP growth of 5.2 percent, so 
the current forecast represents a considerable reduction. The 
real growth rate fell to a 2.5 percent seasonally adjusted 
annual rate in the third quarter of 1982 after an 8 percent 
rate in the second quarter. The strong second quarter was 
unexpected after an actual decline in economic activity in the 
fourth quarter of 1981 and a low 1.5 percent SAAR in 1982's 
first quarter, and was attributed at the time to special 
factors unlikely to continue. 


A bright spot in Japan's economic performance has been progress 
in reducing inflation. Despite a declining exchange rate much 
of the year, the rate of inflation declined in 1982, due to 
soft domestic demand and moderate wage advances. Price 
increases on the consumer level are projected by the government 
to decline to 2.7 percent in JFY 1982, down from a 4 percent 
increase in 1981. Though the government anticipates some 
pick-up in the rate of inflation in JFY 1983, the Japanese 





inflation rate, at 3.3 percent, is expected to remain 
moderate. Wholesale price increases are also expected to 
remain stable, declining to a 1.1 percent increase in JFY 1983 
from a 1.6 percent increase in JFY 1982. 


Net external demand had been the mainstay of Japanese economic 
growth during much of 1980 and 1981, but export growth 
decelerated sharply in the fall of 1981 and has been stagnant 
since. An export slump was the primary factor behind the 
slowing of Japan's growth rate in 1982. With the retreat of a 
strong contribution to overall growth from external demand, 
growth has depended more on domestic demand, especially 
personal consumption and government investment, the latter 
resulting from the concentration of about 75 percent of the 
year's public works contracting by the Japanese government in 
the first half of the fiscal year. Very weak investment by 
small and medium business has been a drag on overall corporate 
investment, and the housing industry has been in a slump for 
more than three years. Personal consumption appears to have 
enjoyed something of a recovery in 1982, but most forecasters 
expect slower growth this year. 


Faced with continuing economic weakness, the Japanese 
government included a package of fiscal measures to stimulate 
the economy in the supplemental JFY 1982 budget, but 
authorities are constrained from adopting a significantly more 
expansionary fiscal policy by a persistently large budget 
deficit (see below). Monetary policy appears to seek to permit 
expansion of monetary aggregates to support domestic economic 
growth while maintaining interest rates at levels higher than 
would be desirable from the standpoint of the domestic economy 
to protect the value of the yen. Monetary authorities guided 
short-term interest rates higher in an effort to halt the 
decline of the yen on the foreign exchange market. Yen 
weakness was a problem through much of 1982, with the yen 
reaching a low of 278.5 yen to the dollar on October 29. The 
recent trend toward a stronger yen, attributed to declining 
interest rates overseas and a renewed sense of confidence in 
the Japanese economy, has been welcomed by Japanese central 
bank and government officials. As this report was being 
prepared in January 1983, the yen had recovered to around the 
230 yen to the dollar level. 


Despite a declining exchange rate much of the year, the rate of 
inflation declined in 1982, due to soft domestic demand and 
moderate wage advances. As was noted above, the government 
expects consumer price increases to slow to 2.7 percent in JFY 
1982 from 4.0 percent in JFY 1981. The rate of increase is 
expected to edge up slightly in JFY 1983 to 3.3 percent. 
Wholesale price increases are also expected to remain stable, 
deciining tc a 1.1 percent increase in JFY 1983 from a 1.6 
percent increase in JFY 1982. 





EMPLOYMENT SITUATION 


Although Japan's low unemployment rate might be the envy of 
most other industrialized countries, it is, at the recent level 
of just under 2.5 percent, the highest level in more than 25 
years. Increasing concern has been expressed in Japan about 
the ability of certain categories of workers, such as older 
workers, recent female high school or junior college graduates, 
or residents of rural areas, to find employment. (As an 
indicator of economic activity, the Japanese unemployment rate 
is not directly comparable to the U.S. rate. The Japanese 
define an unemployed person as someone who has lost a job, so 
persons seeking their first job, such as new school graduates 
or housewives seeking to enter the labor force, are not 
counted. Also, in times of recession, Japanese employers 
probably are slower to release employees who have been 
designated part of their permanent workforce.) A sagging ratio 
of, job offers to job seekers confirms the impression of 
generally soft labor market conditions, and does not bode well 
for a significant improvement in the near future. 


STAGNANT EXPORTS 


After strong performance through much of 1981, Japanese exports 
were down 9.3 percent on a dollar basis, and up only 1.0 
percent on a yen basis through the first half of JFY 1982 
(April-Sept. 1982) compared with the same period in the 
previous year. This occurred while the yen was,on average 
during the period,some 11 percent cheaper than the same period 
a year earlier. It may be, however, that the effects of the 
cheaper yen have not yet appeared: effects of depreciation on 
export volumes are usually seen with some lag. The decline in 
exports in the face of a cheaper yen has been attributed to 
weak demand because of poor economic performance overseas and 
foreign exchange constraints experienced by both oil-exporting 
and non-oil-exporting developing nations. Part of the 
explanation for the decline in exports can also be found in 
problems that have developed with Japan's trading partners over 
the last year, which have resulted in either overt 
protectionist measures being taken against Japanese products or 
in "voluntary" restraints on many exports that had been growing 
most rapidly. 


Imports were down 8.7 percent on a dollar basis in the first 
half of JFY 1982 compared with the previous year, and up only 
1.8 percent on a yen basis. As a result, Japan's merchandise 
trade and current account surplus remained little changed 
despite stagnant exports. This, combined with the low 
inflation rate and other strong economic "fundamentals," led 
many to expect a strengthening of the yen long before it 
finally began to occur in November, 1982. The Japanese 





government forecasts Japan's merchandise trade surplus will 
decline slightly, but the current account surplus will edge up 
in JFY 1982 from JFY 1981. Government projections call for 
slight expansions in the trade and current account surpluses in 
JFY 1983, to $20 billion and $9 billion, respectively. Most 
private forecasters expect somewhat larger surpluses in JFY 
1983. 


GOVERNMENT FINANCE 


Relative to budget expenditure or to the economy, the Japanese 
government budget deficit has been much larger in recent years 
than that in the United States. In compiling the budget, the 
government divides bonds into two categories, those used to 
finance government investment spending, and the rest, so-called 
"deficit-financing” bonds. Former Prime Minister Suzuki made 
elimination of use of these deficit-financing bonds by JFY 
1984, without a major tax increase, one of the central 
objectives of his administration. To accomplish this, he 
planned to reduce expenditure growth while relying on continued 
growth in GNP to increase tax revenues. 


Strenuous efforts have been made to control expenditure growth, 
and these efforts have resulted in a dramatic slowdown in 

government expenditure growth in recent years. However, slower 
economic growth has reduced tax revenues below expectations, so 


the deficit has remained in the range of four to five percent 
of GNP. Prime Minister Nakasone, who replaced Suzuki in late 
November 1982, has also made fiscal reform a major policy 
objective of his administration, but appears to envisage 
achieving this over a longer time frame. Continued efforts to 
contain expenditure growth are likely to mean little prospect 
in the near future for additional, substantial fiscal 
stimulus. 


ECONOMIC OUTLOOK 


The current official government forecast of 3.1 percent real 
GNP growth in JFY 1982 is a considerable reduction from the 5.2 
percent initial forecast, but even so remains somewhat above 
most major private forecasters, such as banks, research 
institutes and insurance companies. The official forecast of 
3.4 percent real growth in JFY 1983 is in line with the 
mid-point of private forecasts. Although not forecasting a 
great deal more growth next year than this, the government 
expects the economy to be a good deal stronger at the end of 
JFY 1983 than at the end of the current year. Most of the 
growth in 1983 is expected to occur in the second half of the 
year as the recovery gathers speed in response to stronger 
demand for Japanese exports later in the year. 





The range of private forecasts of JFY 1983 real GNP growth is 
from less than 2 percent to over 4.5 percent, reflecting 
uncertainties mainly about the extent and speed of the economic 
recovery overseas and the strength of domestic personal 
consumption. Some forecasts are pessimistic on the latter, 
holding that wage increases in 1983, and therefore real income 
growth, can be expected to be lower than last year and consumer 
demand therefore weak. Combining this scenario with the 
thought that any attempt to increase sales of Japanese products 
in foreign markets would lead to protectionist reactions 
accounts for some of the more pessimistic private forecasts. 


PART B. IMPLICATIONS FOR THE UNITED STATES 


The U.S. bilateral merchandise trade deficit with Japan 
amounted to $15.8 billion in 1981, and 1982's deficit will be 
about $17 billion. Although the factors behind the U.S. trade 
deficit with Japan are largely structural in nature, the 
imbalance has become a serious political issue in the U.S. 
While acknowledging that Japan has made considerable progress 
in removing formal barriers to trade such as tariffs and 
quotas, the U.S. government has strongly urged that Japan take 
steps to remove remaining barriers and less visible barriers 
that impede the access of U.S. firms to the Japanese market. 
Such measures should include simplifying procedures for 
importing goods into Japan, and most importantly, attempting to 
foster a more open attitude towards imports among Japanese 
business, the bureaucracy, and the consuming public. 


In January 1982,the Japanese government announced a series of 
measures intended to increase access to the Japanese market for 
foreign products. Although the U.S. government welcomed this 
action on the part of Japan, it was clear that the package was 
inadequate and would not substantially reduce trade friction 
between the two countries. In May, Japan announced a second 
package of market opening measures along with a statement by 
then Prime Minister Suzuki urging the Japanese people to be 
more receptive to foreign products and committing the Japanese 
government to facilitating imports into Japan. This package 
proposed reducing or eliminating tariffs on a wide range of 
industrial goods, was a positive step but was still seriously 
deficient in a number of important areas, particularly 
agriculture. Further negotiations on agricultural products in 
November and tobacco in December resulted in no progress. In 
January 1983,a third trade package was announced, which 
included significant tariff cuts on a number of items 
(including tobacco, chocolates, and paper products); a 
strengthened Office of Trade Ombudsman (see below); a high 
level group to review Japanese standards and certification 
systems; and an acceleration of the expansion of retail outlets 





able to handle foreign. tobacco products. From the U.S. point 
of view, several issues, such as quotas on beef and citrus 
imports, remain outstanding. 


Through 1982, the United States and Japan continued to seek to 
reduce irritants in their economic relationship. In May of 
1982,the United States and Japan reached agreement on a new 
civil aviation accord after years of difficult negotiations. 
The new agreement will expand market opportunities for airlines 
of both countries and will be of great benefit to both air 
travelers and businesses shipping their products by air. Both 
the United States and Japan have pledged that they will make 
strenuous efforts to prevent a further spread of restraints on 
a free environment for trade and investment. 


The MTN procurement code went into effect on January 1, 1981, 
as did the MTN customs valuation code. The MTN standards code 
went into effect in Japan in April, 1980. In connection with 
the MTN procurement code the U.S. and Japan at the same time 
concluded an agreement giving U.S. firms access to the $3.2 
billion a year market for Nippon Telephone and Telegraph (NTT) 
procurement. In some areas, NTT has gone beyond its 
requirements in assisting U.S. businesses wishing to sell 
telecommunications equipment in Japan. For details on NTT and 
Japanese government procurement opportunities, contact the 
Office of Country Marketing, Japan Branch, Room 1015, 
Department of Commerce, Wash., D.C., tel. (202)377-2425. Two 
organizations can be of help to U.S. businesses in their 
efforts to increase sales to Japan. The Trade Facilitation 
Committee, composed of representatives of the U.S. and Japanese 
governments, will examine and try to resolve complaints about 
barriers to the Japanese market. The Trade Study Group, 
composed of U.S. and Japanese officials and businesspeople, 
analyzes market sectors and trading priorities to learn what 
general problems traders encounter and how they can overcome 
them. In addition, the Japanese government has created the 
Office of Trade Ombudsman to hear and investigate complaints 
about’ barriers business encounters in selling in the Japanese 
market. 


To market successfully in the lucrative Japanese market, 
American suppliers of manufactured goods have to make special 
efforts. Japanese end-users remain highly selective. 
Ordinarily they demand high quality, innovative features, 
modern technology embodied in goods, as well as suppliér 
reliability and commitment. For many industrial goods, price 
is relatively less important, unless the differential is 
substantial. 





MANY PRODUCT AREAS OFFER SUBSTANTIAL PROSPECTS TO EXPORTERS 


U.S. sales of raw materials can be expected to continue to 
benefit from reasonably steady demand in the Japanese market 
during the 1980's. As Japan converts to nonpetroleum energy 
sources, coal in particular should be in strong demand by 
Japanese industry, although demand currently is off because of 
the slackened pace of economic growth. 


U.S. agricultural exports to Japan suffered an unprecendented 
Grop of about $1 billion in value in 1982 compared with 1981, 
reaching an estimated $5.6 billion according to incomplete U.S. 
export data. A 10 percent fall in average unit value and an 
eight percent decline in volume combined to make 1982 the first 
year U.S. agricultural exports to Japan have declined since 
1975. Imports of U.S. corn and grain sorghum accounted for 
most of the reduction in volume and value because of lower U.S. 
prices and competition from South African corn and Argentine 
sorghum. 


Total imports of U.S. agricultural products by Japan in 1983 
probably will not exceed the 1982 level as some gains in 
purchases of U.S. corn could be offset by a slip in imports of 
other U.S. commodities such as cotton, tobacco and sorghum. A 
continuation of extremely weak prices for many key U.S. 
commodities and sluggish demand also dampen 1983 agricultural 
trade prospects. 


Among promising industrial product areas are the following: 
computers and peripherals, miscellaneous electronic components, 
process control instruments, biomedical equipment, electronic 
industry production and test equipment, airplanes, ABD building 
systems and materials. Increases in the leisure time and 
disposable income of Japanese consumers are a good sign for 
future imports of American-manufactured consumer goods. 
Products expected to be in particularly strong demand include, 
but are not limited to, the following: optical and 
audio-visual equipment , housewares, sporting goods and 
sportswear, books, periodicals and records, do-it-yourself and 
hobby kits, educational toys and games, and gemstones and fine 
jewelry. 


VARIED SERVICES ARE AVAILABLE TO ASSIST U.S. EXPORTERS 


Japan's multilayered distribution system for consumer goods 
differs in several important respects from marketing practices 
common in the United States and other countries. Penetration 
of this high-opportunity segment of the Japanese market 
deserves special attention by U.S. exporters. Companies not 
familiar with Japan may wish to take advantage of the various 
export business information and introductions services 





available from the U.S Department of Commerce and the U.S. 
Embassy and Trade Center in Tokyo. 


As trade promotion events in Japan during the remainder of 
fiscal year 1983, the U.S. Trade Center (Export Development 
Office) in Tokyo oraqanized the following shows and 
exhibitions: 


CARPET AND RUG TRADE MISSION USTC TOKYO MAR 7- 8, 83 
AMDO OSAKA MAR 10-11, 83 


U.S. Pavilion in ELECTRO/ Tokyo Ryutsu MAR 17-19,83 
OPTICS/LASER SHOW Center 


COMMUNICATIONS TOKYO ‘'83** Tokyo Ryutsu APR 5- 8, 83 
Center 


ELECTRONIC COMPONENTS USTC Tokyo JUL 11-15, 83 
EXHIBITION AMDO Osaka JUL 20-21, 83 


AIRCRAFT PARTS & ACCESSORIES USTC Tokyo SEP 6- 7, 83 
TRADE MISSION Nagoya SEP 8-10, 83 
AMDO Osaka SEP 12-13, 83 


USA AUTO OFFICE EXHIBITION USTC Tokyo SEP 19-22, 83 
AMDO Osaka SEP 28-29, 83 


JAPAN PACK ‘'83* Harumi Int'l ocT 6-10, 83 
Ground, Tokyo 


U.S. Pavillion in 20TH JEMIMA Harumi Int'l ocT 17-21, 83 
INT'L EXHIBITION Ground, Tokyo 


Note: Above information is subject to change without notice. 


* U.S. Export Information Booth 
** Trade Fair Special Certification Program 


INVESTING IN JAPAN 


The American Chamber of Commerce in Japan (ACCJ) in 1981 
sponsored a study by a major U.S. research firm of Japan's 
current and prospective investment climate. Interested 
companies should write to the Investment Committee, ACCJ, Tosho 
Building, Room 701, 2-2 Marunouchi 3-chome, Chiyoda-ku, Tokyo 
100, Japan. White papers prepared by U.S. businesspeople 
offering advice on trade and investment in Japan also are 
available. 





MAIN IMPORTS FROM U. S., 1982 (Preliminary Data) 


(Value shown in $1,000, CIF, Source: Japanese Finance Ministry) 


Foodstuff $4,963,235 
Soy Beans 1,105,285 
Wood 1,370,392 
Coal 2,135,615 
Chemicals 3,062,938 
Aircraft 692,957 
Office Equipment 764,686 


MAIN EXPORTS TO U. S., 1982 (Preliminary Data) 
(Value shown in $1,000, FOB, Source: Japanese Finance Ministry) 


Textiles - $ 760,424 
Chemicals 917,762 
Iron and Steel 2,810, 230 
Office Equipment 1,443,757 
Tape Recorders 1,510,666 
Scientific & Optical Instrument 1,794,353 
Motor Vehicles (Excl. Parts) 11,039,561 
Motorcycles 1,226,677 | 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-421-007:548 








